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El Salvador's 12m-
accumulated fiscal position
came in at -2.4% of GDP in
March, while the primary
balance clocked in at +1.5%
of GDP, posting a
significant deterioration
relative to February.

Outlays totaled 26.9pp of
GDP in March, spiking by
+0.2pp relative to February.
The increase in expenditure
was mainly driven by the
Consumption segment,
even if weaker Interest
payments managed to
partially offset the surge.

Even if the administration
managed to run a tight ship
in its last tenure, with its
fiscal bias remaining
significantly hawkish, the
recent return to
international markets
burdens fiscal figures with
some additional stakes.
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The fiscal position clocked in at -2.4% of GDP in March

El Salvador's 12m- accumulated fiscal position came in at -2.4% of GDP in March, while the
primary balance clocked in at +1.5% of GDP, posting a significant deterioration relative to
February. The fiscal deficit ended 2023 at -2.3% of GDP, 0.6pp wide relative to Dec-22 levels.
However, since the start of the year, the fiscal position has fluctuated significantly, at first
compressing by 0.3pp, before giving back all of the gained ground in March, as the consolidated
position clocked in at -2.4% of GDP, -0.1pp below Dec-23 figures, and marking a -0.4pp widening
relative to February. During March income sources compressed by -0.2pp, a decrease which
compounded with a significant rise in outlays, which experienced a steep hike during the
aforementioned month, being engrossed by +0.2pp. The widening in expenditure comes after a
+1.1pp hike in Dec-23, which responded to the administration’s political needs and continues to
deteriorate fiscal fundamentals. In this context, NFPS income totaled 24.5pp of GDP in March (-
0.2pp vs. February). The variation in the segment was mostly explained by a lone -0.2pp drop in
tax revenues. The rest of the segments remained flat relative to their Feb-24 figures. This slightly
shuffled the composition of Income sources. Therefore, Tax revenues came in at 19.7% of GDP,
accounting for 80.2% of Total Income, in line with February’s figures.

Outlays totaled 26.9pp of GDP in March, spiking by +0.2pp relative to February. The increase
in expenditure was mainly driven by the Consumption segment, even if weaker Interest
payments managed to partially offset the surge. Current outlays clocked in at 22.9pp of GDP,
rising by +0.2pp relative to February. In turn, inside the segment, the widening came on the back
of an +0.3pp increase in Consumption of Goods and Services, which was partially offset by a -
0.1pp drop in interest payments, which capped the hike in expenditures. The rest of the lines
remained plateaued relative to Feb-23. After a sizable increase in Capex expenditure in December,
which saw it balloon by nearly +28.6%mom (+1pp of GDP), the segment lost significant
momentum, with figures flatlining in January, and remaining plateaued in March. The segment now
stands at 4pp of GDP, with gross investment accounting for 3.6pp of GDP. With primary NFPS
Income falling by -0.2pp and primary NFPS expenditures rising by +0.3pp of GDP, the primary
surplus weakened significantly relative to February. Still, the balance continues to stand at a
relatively healthy +1.5% of GDP level, well inside positive territory, albeit it was severely dented
by the administration’s deployment of fiscal stimuli in December, and now by the deterioration of
fiscal figures.

Even if the administration managed to run a tight ship in its last tenure, with its fiscal bias
remaining significantly hawkish, the recent return to international markets burdens fiscal
figures with some additional stakes. Up until December, the administration showcased
conservative management of public finances, maintaining a wide primary surplus, responding to
both the administration’s character and the lack of funding sources faced by the Salvadoran
Government. However, with the elections on its front door, the administration decided to put the
pedal to the metal regarding fiscal stimuli, increasing capex by nearly 1pp of GDP during
December. Even if we did not believe such slippage to be necessary, as the administration enjoyed
sky-high popularity ratings due to security improvements, it seems to have bore some fruit, as Mr.
Bukele was reelected with 84.7% of the vote, and secured 54 seats out of 60 (90%) in the
legislative assembly, maintaining undisputed policy continuity until at least the next legislative
elections, which will take place three years from now, in 2027. However, with the election cycle
out of the way, the administration decided to launch an LMO with the purpose of clearing short-
term maturities with a tender offer, raising additional funding sources, and regaining access to
international markets. Looking at both phases of the LMO, it is clear that it was successful in
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clearing the short-term payment schedule of the Eurobond curve, albeit paying a high financing
cost for additional funding, which compounds with a steeper payment profile, which is now heavily
loaded in the 2028-2030 period. However, the return to international markets also included an
interest-only, macro-linked security (for more information, please click here, here, and here), which
steps up if the country fails to enter an IMF program or obtain a B- credit rating, before 18 months.
In our view, the trail of fiscal figures this year will depend on which of the two paths the
administration wants to take to not pay additional interest. If the alternative of choice is signing a
deal with the IMF, then some fiscal slippage is to be expected, as the administration is finally not
as cash-strapped due to the issuance and has some room to spend before entering the IMF
program, which will surely require a return to fiscal discipline, and will provide further financial aid,
turning a tight fiscal bias in the present unnecessary. Instead, obtaining a B- credit rating implies
maintaining a very hawkish fiscal position, as fundamentals need to improve further to obtain said
rating. In this scenario, the recent slippage of fiscal figures suggests that the administration is
confident in signing an IMF deal in the following months, as it can showcase the government’s
expectation of receiving further financing from the Fund, which would allow for a more lax fiscal
policy in the coming months.

Figure 1: March’s fiscal figures

i iti o, === Fiscal Deficit
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19.9% 20.1% 19.7% 19.8% 19.7%
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Consumption 15.8% 14.8% 15.2% 15.2% 15.4%
o )
-4.0% rI\DAa'y_-gtA Flzsia; Interest Payments 4.5% 4.7% 3.9% 3.9% 3.9%
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Source: TPCG Research based on BCR
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Important Disclaimer

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG
Valores SAU to provide its customers with general information regarding the date of issue of the report and are subject to changes
without prior notice. TPCG Valores SAU is not liable for giving notice of such changes or for updating the contents hereof. The
document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall the document nor its contents form the basis of any contract,
commitment or decision of any kind.

Investors who have access to the document should be aware that the securities, instruments or investments to which it refers may
not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken
into account to prepare the report. Therefore, investors should make their own investment decisions considering the said
circumstances and obtain such specialized advice as may be necessary.

The contents of the document are based upon information available to the public that has been obtained from sources considered
to be reliable. However, such information has not been independently verified by TPCG Valores SAU, and therefore no warranty,
either express or implicit, is given regarding its accuracy, integrity or correctness. TPCG Valores SAU. accepts no liability of any
type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past
performance of securities or instruments or the historical results of investments do not guarantee future performance. The market
prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should
be aware that they could even face a loss of their investment.

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every
investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such
circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking any transaction
with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same
and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even
not exist.

TPCG Valores SAU. and/or any of its affiliates, as well as their respective directors, executives and employees, may have a position
in any of the securities or instruments referred to, directly or indirectly, in the document, or in any other related thereto; they may
trade for their own account or for third-party account in those securities, provide consulting or other services to the issuer of the
aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees, or
may have interests or perform transactions in those securities or instruments or related investments before or after the publication
of the report, to the extent permitted by the applicable law.

TPCG Valores SAU or any of its affiliates’ salespeople, traders and other professionals may provide oral or written market
Commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore,
TPCG Valores SAU, or any of its affiliates’ proprietary trading and investing businesses, may make investment decisions that are
inconsistent with the recommendations expressed herein.

No part of the document may be (i) copied, photocopied or duplicated by any other form or means (i) redistributed or (i) quoted
without the prior written consent of TPCG Valores SAU. No part of the report may be copied, conveyed, distributed or furnished
to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to
comply with these restrictions may breach the laws of the relevant jurisdiction.

For U.S. persons only

This report is a product of TPCG, which is the employer of the research analyst(s) who has prepared the informative report. The
research analyst(s) preparing this report is/are resident(s) outside the United States (U.S.) and is/are not associated person(s) of
any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations.

This report is intended for distribution by TPCG only to U.S. Institutional Investors and Major U.S. Institutional Investors, as defined
by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S.
Securities and Exchange Commission (SEC), in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a a US Institutional
Investors nor a Major U.S. Institutional Investor, as specified above, then he should not act upon this report and return it to the
sender. Further, this report may not be copied, duplicated and/or transmitted to any U.S. person, which is not a U.S. Institutional
Investor, nor a Major U.S. Institutional Investor.

In order to comply with the US regulations, our transactions with US Institutional Investors and Major US Institutional Investors are
effected through the US-registered broker-dealer Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed
in this report should be effected through Marco Polo or another U.S. registered broker dealer.
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